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I Economic Overview

The year 2001 was a particularly difficult one for Mexico. Framed
in the beginning of a new political administration and affected
by the deterioration of the principal economic variables at the
international level, particularly the recession in the United States
which had been preceded by several years of consecutive growtn,
the Mexican economy reflected macroeconomic results below
expectations forecast at the close of 2000. The Gross Domestic
Preduct dropped by 0.3% compared with the same period of
the previous year due, among other factors, to the reduction of
global demand; the GDP stood at $6,395 thousand million
constant pesos at the close of 2001,

eniowih rate of the National Consumers Price Index was 4.4%,
arortacion of 210 hase points with respect to the 6.5% inflation
forecast in the General Economic Policy Criteria (GEPC) for 2001,
In December, a traditionally inflationary month, Mexico reflected
an inflation of 0.14%, the lowest for the month of December

ever reported by the National Consumers Price index.

The exchange rate in 2001 held to an average $9.34 pesos to
the dollar, lower than the parity taken as a reference when
preparing the 2001 Federal Budget. The substantial demand for
pesos resulting from the increase in Direct Foreign Investment
which rose by 74% over the previous year, explains to a great
extent the strength of the peso. In 2001, the deficit in the current
account was US$17,457 miliion dollars, 2.5% of the GDP

The trade balance registered a deficit of US$9,729 million dollars,
1.4% of the GDP, resulting from a 4.8% reduction of exports;
the figure stood at US$158,547 million dollars. On the other
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hand, imports accounted for US$168,276 miliion dollars.
international reserves were US$40,880 million dollars, a 22%
increase over the level of year 2000.

Treasury Bonds (CETES), which act as a reference intere-t rate,
generated an average yield of 11.3% in the 28-day term of
reference, a 4 percentage point reduction compared to the same
period of the previous year. Following the same trend, the
Interbank Equilibrium Interest Rate (TliE)averaged 12.8%, which
compares favorably with the 17.0% of year 2000.

The variations in the international economic variables impact on
Mexico, part of the highly globalized economy prevailing in the
world, thus the country must maintain and consolicate its

macroeconomic achievements.
Operating and Financiai Results

Considering that Ameérica Movil's businesses face very diferent
business and regulatory environments from those of Telex and
in an effort to increase the company's corporate structure
flexibility, the board of directors of Carso Global T lecom
suggested the spin-off of Telecom. At an extrao dinary
shareholders’ meeting held on November, 30, 2001, the spin-off
was approved. América Telecom, S.A. de C.V. was established
as a new Mexican corporation to hold Telecom’s ownership
interest in América Mévif shares.  The purpose of the Spin-off
was to improve the ability of each Telecom and América Telecom
to address the distinct challenges and opportunities it faces.
Beginning on December, Carso Global Telecom main investment




was in Telmex, complemented by other minority holdings, while
América Telecom’s main investment was in América Movil.

Establishing two separate publicly-traded companies through the
Spin-off will provide Gcnefits for both Telecom and América
Telecom because management energies and corporate Strategy
will focus more closely on the specific circumstances of each
business and each company can adopt a financial strategy
reflecting its particular risks and potential returns.

América Telecom exists as a separate corporation, however its
shares will not be delivered to sharehoiders, and will not trade
separately from Telecom shares, until the distribution date, which
is expected to take place during the firs months of 2001,

Carso Global Telecom reported satisfactory consolidated results,
posting revenues of $111 billion pesos for year 2001, a 3.6%
increase relative to year 2000. Operating income was $41 billion
pesos, 4.6% higher than the previous year. Carso Global Telecom
figures were restructured for comparison purposes, excluding
the results of América Movil both in 2001 and 2000. The net
effect of the results of América Movil is presented as spun-off

operations.

Non consolidadted results for Telecom as of December 2001,
posted $14.2 billion pescs of debt, a reduction of 33% relative
to year 2000, mainly explained by the spin-off of América
Telecom. The company’s cash flow, basically conformed by the
management fees and dividends received from its subsidiaries,
totalled $2,323 mitlion pesos, and was used to service the debt.
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As of year end, outstanding shares of Carso Global Telecon'
amounted 3,757.3 million. Each shareholder of Telecom share
is also considered to be an owner of a proportionate number ¢

shares of América Telecom.
| want to thank our stockholders for their confidence and support
and to renew our commitment to work on improving the performang
of the Company.

Sincerely,

Ing. Carlos Slim Helu

Chairman of the Board




| Teléfonos de México (Telmex)

On June 2001, Carso Global Telecom converted 500 miliion series
“L" limited voting shares issued by Telmex into common series
“AA” full veting shares. As a result of this exchange, Telecom
hotds 3.0 billion series " AA" shares of Telmex.

Carso Global Telecom interest in Tefmex varies from time to time,
generally as a result of purchases of Telmex shares in the open
market. As of December 2001, Telecom owned 69.7% of the
AA Shares, 14.7% of the A Shares and 12.7% of the L Shares of
Telmex, together comprising 65.9% of the voting shares and
31.5% of the outstanding shares. Telecom reported no more
options on Telmex shares, 5 million ADSs expired on September
without being exercised.

Telmex continued growing during 2001, based on a solid strategy
that combines voice and data services. The slowdown of the
economic activity, together with higher competition on the
industry affected growth on local and long distance telephone

trafficand fixed lines in service. Telmex maintained its efficiency

level, by implementing cost controls, and labor productivity
measures.

Revenues increased 4.1% during 2001. Growth in revenues was
due to more lines in service, growth in fine equivalents and
Internet access accounts, as well as moderate growth in telephone
traffic. These gains were offset by the reduction of long distance
rates in real terms, reduction of interconnection and settlement
rates, and the slowdown of economic activity. For the full year,
Ebitda increased 1.2% and operating income increased 2.8%,
both compared with 2000.

RN
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Telmex registered by the end of 2001 almost 13.4 million fixed
lines in service, incorporating more than 1.3 million during the
year, which represented a growth rate of more than 10%. It
also registered a 44% increase on internet accounts, reaching
913 thousand by year end. Line equivalents for data transmission

grew 58%, accumulating close to 1.6 million services.
América Movil

Stock position in América Mévil also varies from time to time, for
the same reason than in the case of Teimex. As of 2001 year
end, América Telecom (following the spin-off) owned 65.7% of
the AA Shares, 15.3% of the A Shares and 17 8% af the L Shares

of América Mavil, together comprising 61.8% of the voting shares

~ and 31.7% of the shares outstanding. During September options
_on 5 million ADSs on Aniérica Movil were re-negotiated with an

expiration date of September, 2004’ and an average price of

- $20.34 USD per ADS.

- América Movil consolidated its position as the leading wireless

company in Latin America as it moved for the first time past the

- 25 million subscriber mark, ending the year with 26.6 million

subscribers, which represents a net gain of 9.5 million customers
for the year. Telcel registered 17 million subscribers, 6.5 million
more than at the end of 2000.

Consolidated revenues of América Movil came to 41.4 billion
pesos in the year. EBITDA, before exceptional items, was 12.5
billion pesos, resulting in an EBITDA margin of 30%. Operating

profits reached 8.0 billion pesos in the year.




On January 28th, America Movil sold its 50% stake in Cellular

Communications of Puerto Rico to SBC International. As part of

the deal, an option agreement was entered that could lead
América Movil to buy SBC International’s 12 89 stake in Telecom

Americas, an América Movil affiliate, within three years.

1 Prodigy

On October, 2001, Carso global telecom and Teléfonos de México,
sold to SBC Communicatinns its Prodigy shares for a price of US
$6.60 per share. This transaction represented close 10 Us $275

million for Carso Global Telecom.

| Netro Corporation .

“Carso Global Telecom, trough Global telecom LLC, holds 3.

minority stake on Net: Corporation. AS of December,
2007 Telecom hold 9.4 mlion shares of Netro, that represented
" an 18.1% of the compary.

N .
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To the Stockholders of
Carso Global Telecom, SA. de CV

We have audited the accompanying consolidated balance sheets
of Carso Global Telecom, S.A. de C.V. and subsidiaries as of
December 31, 2001 and 2000, and the related consolidated
statements of income, changes in stockholders’ equity and changes
in financial position for the years then ended. These financial
statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial

statements based on our audits.

We endutied our cuds in accordance with auditing standards
generdlly acepted i WMeaico. Those standards require that we plan
and perform the audit to obtain reascnable assurance about whether
the financial statements are free of material misstatement and are
prepared in conformity with accounting principles generally accepted
in Mexico. An audit includes examining, on a test basis, evidence
supporting the amounts and the disclosures in the financial
statements. An audit also includes assessing the accounting principles
used and the significant estimates made by management, as weli as
evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present

fairly, in all material respects, the consolidated financial position of
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Carso Global Telecom, S.A. de C.V. and subsidiaries at Decemb
31,2001 and 2000, and the consolidated results of their operation
changes in their stockholders' equity, and changes in their finana
position for the years then ended in conformity with accounti
principles generally accepted in Mexico.

Mancera, &

A Member Practice
Ernst & Young Glet

Fernando Espinosa L6y

Mexico City, Met
February 28, 20







Cérso G]oba] Telecom S A de CV.and Sub51d1anes

Consolidated Balance Sheets

(fhousaﬁds of Mexicam peéos with purchasing power at December 31,2001

-
- ——

Assets
Current assets:

Cash and short-term investments

Marketable securities (Note 3)

Accounts receivable, net (Note 4)

Inventonies, net

Prepaid expenses and other assets

Current assets from discontinued operations (Note 2)
Total current assets

Plant, property and equipment, net (Note 5)
Inventories, primarily for use in construction of the
telephone plant
Licenses, net {Note 6)
Equity Investments (Note 7)
- Intangible asset (Note 9)
Goodwill (Note 7)
Non-current assets from discontinued operations (Note 2)

December 31

FILE No., 82-4379

2001 2000
P 7636007 Ps. 14,537,781
1,456,217 737,871
| 20,594,554 22,441,402
‘ | 556,776 418,088
: 1,584,124 2,288,570
. 34,018,168
31427678 74,441,880
114454386 111,205,486
v 1,342,049 2,129,174
T TR 08,643 645,890
F - _’{g‘~~~ 1,219,837 3,098,336
: ST 7571437 8,612,605
U o TBINGET T 6,929,738
- 57,945,324

i

Ps. 160,436,397 Ps. 265,008,433

Total assets




FILE No. 82-4379

31 de diciembre de

I
{
3
'
i

J 2001 2000
Liabilities and stockholders’ equity
Current liabilities: : {
" Short-term debt and current portion of :
long-term debt (Note 10) o Ps, 126,439,948 Ps. 50,171,276 1
| Accounts payable and accrued liabilties L 17,699,464 13,511,324
Taxes payable S 1,276,046 735,478
' Current liabilities from discontinued operations (Note 2) - - . 23,804,689
Tota! current liabilities L. 45415458 88,222,767 |
Long-term debt (Note 10) e . .....56,168981 4,316,782
Pensions and seniority premiums (Note 9) S 5,323,729 6,779,611
Deferred taxes (Note 16) 10,050,220 11,728,389 ]
Deferred credits (Note 11) R 1,008,014 1,324,159
Non-current assets from discontinued operations - 6,187,306 é
Total liabilties | 117,966,402 156,559,014 ’z
o - R
Stockholders’ equity (Note 15); . ' L
Capital stock: T ' ET
Historical | 1,264,142 2,254,321
Restatement increment " 3,896,957 6,847,201 '
' - ’ 5,161,099 9,101,522
Premium on sale of shares 482,414 848,065
Retained earnings: o
Unappropriated earnings of prior years ST . m9,0-16,133 11,209,154
Net income for the year : 5,908,652 5,990,239
14924785 - 17,199,393
Accumulated other comprehensive income items ‘ o (12’,"'924,"3;00)A {4,480,313)
otal majority stockholders equity 7,643,998 " 22,668,667
Ainority interest - 3485997 85,780,752
_otal stockholders' equity | 42469995 108,449,419
3 ola. hailities and stockholders’ equity . Ps 160,436,397 . Ps. 265,008,433
€€ 2(companying notes.




. Carso Global Telecom, S.A. de'CV. and Subsidiaries

Consolidated Statements of Incowie |

{Thousands of Mexican pesos with purchasing power-;t. December 31, 2601,

except for earnings per sahre)
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Year ended December 31
2001 2000
Operating revenues: L
Local service 3 52,419,607 Ps, 49,292,475
Long distance service: , o
Domestic a 28,502,881 26,736,848
International " 9,421,797 11,872,492
Interconnection service - 14,708,101 13,079,027
Others ' 5984718 6,235,601
‘ - 111,037,104 107,216,443
Operating costs and ex 2nses:
Cost of sales and se. vices 33,978,768 30,204,882
Commercial, administrative and general o 17,071,565 17,752,672
12 Depreciation and amortization (Notes 5 to 7) 18,973,507 . 20,034,387
70023840 67,991 941
Operating income : 41,013,264 - 39,224,502
~--—Comprehensive financing cost: - )
Interest income | (2,990,628) (6,127,126)
Interest expense 9,808,391 12,878,813
~ Exchange gain (loss) net (379,753) 87,194
Monetary gain, net | (2,940,313) (5,015,102)
3,497,697 1,923,779
Income before income ax and employee
profit sharing o 37,515,567 ‘ 37,300,723
Provisions for: “ S ‘
Income tax (Note 16) - 11,966,728 - | 8,433,004
Employee profit sharing = 2985115 ¢ 3451825

14951843 . 11,889,829
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Year ended December 31

2001 2000

%

yme before equity in results of affiliates .

and minority interest 22,563,724 25,410,894
ity in results of affiliates (Note 7) -{418,469) (937,462)
yme for continuing operations 22,145,255 - 24,473 432
§me (loss) from discontinued operations, net of o

“income tax and employee profit sharing (Note 2) (328,773) 616,112
yme before minority interest - 21,816,482 25,389,544
Minority interest 15,807,830 19,399,305
lority net income Ps. 5,908,652 Ps. 5,990,239
nings per share (Notes 1 and 15) Ps 1.5690 Ps. 1.5830

accompanying notes.




0" ‘]obal e ecom;, S.A. de CV. and Subsidiaries
Consohdated Statements of Changes in Stockholders’ Equity

(Note 15) (Thousands of Mexman pesos with purchasing power at December 31,2001,

~  except for dividends per share)
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Capital stack

Historical

Restatement
increment

Retained earnings

Premium
on sale of
shares

Reserve for
purchase of

company’s
own shares

* Legal
reserve

Balance at December 31, 1998
Appropiation of net income to retained earnings
increase in fegal reserve
Increase in reserve for purchase of Company's own shares
Repurchase of Company's own shares
Increase in capital stock due to merger with
(12000, S.A. de C.V. (Nota 15)
Acquisition of Company’s own shares due to merger with
GT2000, S.A. de CV.
Cash purchase by subsidiary of its own shares
Dividends paid by Telmex to minority stockholders
Comprehensive income:
Net income
Result from holding nonmonetary assets
Accumulated initial effect of deferred income
tax (Nota 16)
Minimum pension and seniority premium liabifity
adjustment in subsidiaries
Deferred income tax effect in subsidiaries
Comprehensive income

Ps. 2,253,057 Ps.

{78,826)
88,946

(8,856)

6,876,098 Ps.

(6,421)
4916

(27,392)

848,065 Ps.

1,730,973 Ps.

3,864,802
{2,749,572)

134038

205,555

Balance at December 31,2000
Appropiation of net income to retained earnings
increase in legal reserve
Repurchase of Company’s own shares
Increase in capital stock due to merger with Banesci
2000, S.A. de C.V. and Inveresci 2000, S.A. de C.V.
Cash purchase by subsidiaries of its own shares
Dividends paid by Telmex to minority stockholders
Comprehensive income:
Net income
QOther comprehensive income items:
Minimum pension and seniority premium liability
adjustment in subsidiaries, net of deferred taxes
Result from holding non monetary assets, net of
Comprehensive income
Spun-off stockholder's equity (Note 2)

2,254,321

(26,760)

3,831

(967,250)

6,847,201

\1,755)

{2,948,489)

848,065

(365,651)

2,846,203

(903,603)

——

339, 593

111,271»

Balance at December 31, 2001 (Note 15)

Ps. 1,264,142 Ps.

3,896,957 Ps.

482,414 Ps.

1,942,600 Ps.

450,864




| Retained earnings :
. Accumulated Accumulated .
; initial effect other Total majority Total
' of deferred comprehensive  Comprehensive stockholders’ Miriority stockholders; .
{ Unappropiated income tax Net income income items income equity interest equity
23 7,502,295 Ps. 4,676,551 Ps, 1,271,527 Ps. 25,292,604 Ps. 103,457,223 Ps. 128,749,827
4,676,551 (4,676,551) 15
{205,555) '
(3,864,802)
(2,834,819) {2,834,819)
2,393,623 2,487,485 2,487,485
(36,218) (36,248)
(24,672,186) {24,672,186)
{5,108,718) (5.108,718)
5,990,239 Ps. 5,990,239 5,990,739 18,599,440 24,589,679
{5,142,655) {5,142,655) (5,142,635) 1,840,840 {3.301,815)
Ps.  {2,478,754) (2,478,754) (6,673,226) (9,151,980) !
(741,947) (741,947) (7419.7) {2,024,964) (2,766,911) !
132,762 132,762 132,732 362,343 495,105 &
Ps. 238,399
; 10,502,112 (2,478,754) 5,990,239 (4480313) - - 22,668,647 85,780,752 108,449,419 .
5,990,239 {5,990,239)
{111,271)
932,113) (932,118
- ST 3,851 3,831
(13,715,382) {13,715,382)
- {4,556,528) {4,556,528)
5,908,652 5,908,652 5,908,6:2 15,907,830 21,816,482
{422,839) (422,839) (422,829) (992,843)  (1,415,682)
(4,627,284) (4,627,284) (4,627,284) (581,246) (5,208,530)
{1.279,657) (3,393,864) Ps. 858529  (14954911) (47,016,586 (61,971,497
_PL 5101423 Ps.  (2,478,754) Ps. 5,908,652 Ps.  (12,924,300) Ps. 7643998 Ps.  34,825997 Ps. 42,469,995
See accompanying notes.

..
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arso Global Telecom, S.A. de CV. and Subsidiaries

-

FrN

_ Consolidated Statements of Changes in Financial Position

-
-

Operating activities
Net income
Add {deduct) items not requiring the use
of resources:
Depreciation
Amortization
Deferred taxes
Equity in results of affiliates
income from discontinued operations
Minority interest
Changes in operating assets and liabilities:
(Increase) decrease in:
Accounts receivable
inventories
Prepaid expenses
Increase {decrease) in:
Pensions and seniority premiums:
Reserve
Contributions to trust fund
Payments to employees
Accounts payable and accrued liabilities
Taxes payable
Deferred credits
Resources provided by operating activities

Financing activities
New loans
Repayment of loans

Effect of inflation and of exchange rate differences

on debt _'

{Thousands of Mexican pesos with purchasing power at December 31, 2001)

Year ended December 31

FILZ No. 82-4379

2001 2000
Ps. 5,908 652 Ps. 5,990,239
16,752,861 17.332.976
2,220,646 2,235,046
1,389,565 2,086,466
418,469 937 462
328 773 (916,112}
15,807,830 19,399,305
1.846,848 5 810 /G
(138,688) (405,857
704,446 363.400
3,556,858 3,536.433
(4,894,966) (1,887.095)
(3,041,014) (2,605,701)
4,188,140 5 580 621
540,568 (3,710,993)
(316,145) 1,336,900
45,372,843 43,753,396
73,110,341 65644732
(77.677,862) (35,542,956)
(5,311,608) (5,525,502)

i
o




L

i
r.
)

L

:

!

{
4

Decrease in capital stock and retained earnings due to
purchase of Company’s own shares
Purchase of subsidiary’s own shar»s
Cash dividends paid to minority stockholders’
Increase in capital stock due to merger
Resources used in financing activities

Investing activities:
Investment in plant, proparty anc equipment
lnvestment in inventories
Investment in subsidiaries and afiiliated companies, net
Investment in marketable securities

Resources used in investing activities

Net change in assets and liabilities of viscontinued operations
(Decrease) increase in cash and short-tarm investments

Cash and short-term investments at beginning of year
Cash and short-term investments at er d of year

See accompanying notes.

an
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Year ended December 31
2001 2000
- (932,118) (2.834,819) 17
(13,715,382) (24,672,187)
(4,556,528) (5,108,718)
3831 2,490,930
(29,079.326) (5,543,520)
(22,944,770) (18,457,936)
786,725 . - (312,643)
(745,580) - (9,425,907)
(318,346) £370,395)
(23,221,971) (28,566,881)

26,680 (23,172,908)

{6,901,774) (13,534,913)

14,537,781 28,072,694

Ps. 7,636,007 Ps. 14,537,781







. Description of the Business and Significant Accounting
Policies

. Description of the business

" Carso Global Telecom, S.A. de C.V. (hereinafter Telecom or collectively
I+ with its subsidiaries «the Company») was created on June 24, 1996, as a
result of a spin-off from Grupo Carso, S.A. de C.V: (Grupo Carso), approved
;  at an extraordinary stockholders' meeting held on April 30, 1996.

+ The principal asset of Telecom at December 31, 2001 is represented
‘. hy the investment in the shares of Teléfonos de México, S.A. de C V.
and nts subsidiaries (Telmex) and other companies engaged primarily
in the telecommunications industry, as well as América Movil, S.A.
de (V. and its subsidiaries (América Mévit) at December 31, 2000.

A an exiraordinary meeting of the stockholders of Carso Global

felecom, S.A. de C.V. held on November 30, 2001, it was decided to
, spin off the wireless telecommunications segment and most of the
L witernational operations. For this purpose, Carso Global Telecom,
§ SA de C.V. contributed a portion of its assets, fiabilities and
. stockholders’ equity to América Telecom, S.A. de C.V. (hereinafter
- América Telecom), these contributions were basically those related

o dhe equity investment in América Movil, S.A. de C.V.

Telinex and América Mévil provide telecommunications services mainly
- In Mexico. Since 1999, Telmex and Ameérica Movil have provided
* telecommunications services through their subsidiaries in the United
- States, Guatemala, Ecuador, Argentina, Brazil, Puerto Rico and Spain.

| At an extraordinary meeting of the stockholders of Carso Global
Telecom, S.A. de C V. held on December 21,2001, it was decided to
e the subsidiaries Banesci2000, S.A. de C.V. (Banesci) and
I 2225012000, S.A. de C.V. (Inveresci), the disappearing companies,
. Carso Global Telecom, S.A. de C.V., the surviving company.

Ter

i

&4 ODIEINS its revenues primarily from telecommunications services,
“ing domestic and international long-distance and local telephone

& Decardlbey 30,2

services, data transmission and internet services, as well as the
interconnection of domestic lbng-distance operators', cellular telephone
companies’ and local service operators' networks with the Telmex local
network. The Company also obtains revenues from other activities related
to its telephone operations, such as the publication of the telephone

directory. At the end of 1996, the competition was allowed to provide

domestic and international long-distance telephone services. In 1999
the competition began to provide basic local telephone service.

The amended concession under which Telmex operates was signed
on August 10, 1990. The concession runs through the year 2026,
but it may be renewed for an additional period of fifteen years. The
concession defines, among other things, the quality standards for
telephone service and establishes the basis for regulating rates.

Il Significant accounting policies

The significant accounting policies and practices observed in the
preparation of these financial statements are described below:

a) Consolidation

At December 31, 2001, Telecom owns 31.39% (29.57% in 2000) of
the total number of Telmex shares issued and outstanding. Of this
equity interest, Telecom holds 65.94% and 55.20% of the voting
shares of Telmex at December 31, 2001 and 2000, respectively (see
Note 7 for further information).

. At November 30, 2001, the date of the previously mentioned spin-
-off, and at December 31, 2000, Telecom owned 31.55% and
129.57%, respectively, of the total number of América Movil shares
Jissued and outstanding, and 61.81% and 55.20% of the voting
“shares, respectively.

' The consolidated financial statements include the accounts of Telmex
and América Mévil, the latter presented under discontinued

operations. All of the companies operate in the telecommunications
sector or they provide services to companies operating in this sector.
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In addition to Telmex, the accompanying consclidated financial
statements include the accounts of the subsidiaries Multimedia
Corporativo, S.A. de C.V. (Multimedia), Global Telecom, LLC. (Global),
Empresas y Controles en Comunicaciones, S.A. de C.V. (Empresas y
Controles), Banesci and Inveresci, which are virtually wholly owned.

The minority interest shown in the accompanying financial statements
mainly refers to the equity interest of other Telmex and América
Mévil stockholders.

All significant intercompany accounts and transactions have been
eliminated in the consolidated financial statements.

b) Revenue recognition
Revenues are recognized basically, at the time services are provided.

Local service revenues are derved from new-line instaflation charges,
monthly service fees, measured usage charges based on the number
of calls made, and other service charges to subscribers, including,
among others, charges for interconnecting fixed-system users with
cellular users.

Revenues from domestic and international long-distance telephone
services are determined on the basis of the duration of the calls and
the type of service used. All these services are billed monthly, based

on the rates authorized by the Ministry of Communications and -

Transportation (SCT), through the Federal Teiecommunications
Commission (COFETEL). Internation il long-distance service revenues
include the revenues earned ur Jer agreements with foreign
telephone service providers or ope ‘ators for the use of facilities in
interconnecting international calls. These agreements specify the
rates for the use of such internation:l interconnecting facilities. These
service revenues represent the net settlement between the parties.

Due to the important grbwth in th? sale of prepaic telephone service
cards and their potential in the future, effective in 2000, the Company
changed its policy with respect to the recognition of revenues from
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these cards, providing for the deferral of revenue hased on an estimate
of the usage of time covered by the prepaid card.

¢) Recognition of the effects of inflation on financial
information

The Company recognizes the effects of inflation on financial |
information as required by Mexican Accounting Principles Bulletin }
B-10, Accounting Recognition of the Effects of Inflation on Financial
Information, issued by the Mexican Institute of Public Accountants 1
(MIPA). - Consequently, the amounts shown in the accompanying
financial statements and in these notes are expressed in thousands i
of constant pesos as of December 31, 2001. The December 31, 2001
restatement factor applied to the financial statements at December
31, 2000 was 4.40%, based on the Mexican National Consumer ‘1
Price Index (NCPI) published by Banco de México (the Central Bank). *

Plant, property and equipment and construction in progress were '
restated as described in Note 5. Telephone plant and equment"
depreciation is computed on the restated investment usnng the
composite group method. All other assets are depreciated usmg
the straight-line method based on the estimated useful lives of the !
related assets.

S

Inventories are valued at average cost and are restated on the basis -
of specific indexes. The stated value of inventories is similar 10
replacement value, not in excess of market. }

Other nonmonetary assets were restated usmg adjustment factorSf
obtained from the NCP!. j
|
l

Capital stock, premium on sale of shares, and retained earnings weré}
restated using adjustment factors obtained from the NCPI.

Other accumulated comprehensive income items include the defid
from restatement of stockholders’ equity, which consists of .
accumulated monetary position gain determined by the dlscontmued
operation Grupo Carso at the time the provisions of Bulletin B- 1f



defid
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tinuel
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were first applied, and of the result from holding nonmonetary assets,
which represents the net difference between restatement by the

specific indexation method (see Note 5) and restatement based on

the NCPL.

The net monetary gain represents the impact cf inflation on
monetary assets and liabilities. The net monetary gain of each year
is included in the statements of income as a part of the
comprehensive financing cost.

suietin B-12 specifies the appropriate presentation of the statement
of changes in financial position based on financial statements
restated in constant pesos in accordance with Bulletin B-10. Bulletin
B-12 identifies the sources and applications of resources
representing differences between beginning and ending financial
catement balances in constant pesos. In accordance with this
suffetn, monetary and foreign exchange gains and losses are not
ireated a5 noncash items in the determination of resources provided
by operations

" d) Short-term investments

Short-term investments, represented basically by time deposits in
financial institutions, are stated at market value.

e} Marketable Securities

Marketable securities are held for trading purposes and include bonds
s ed by foreign governments and equity securities.

f) Equity investments in affiliates

- investment in shares of affiliates is valued using the equity
" 1hod. This accounting method consists basically of recognizing
“INvestor's equity interest in the results of operations and in the
. sultfrom holding nonmonetary assets of investees at the time such
'sults are incurred (see Note 7).
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g) Goodwill

Goodwill derived from the purchase of shares of Teimex will be
amortized in a period of five years and the goodwill derived from
the purchase of shares of other subsidiaries and affiliates will be
amortized in periods ranging from five to ten years.

h) Exchange differences

Transactions in foreign currency are recorded at the prevailing
exchange rate at the time of the related transactions. Foreign currency
denominated assets and liabilities are translated at the prevailing
exchange rate at the balance sheet date. Exchange rate differences
are applied directly to income of the year.

i) Labor obligations

Pension and seniority premium costs are recognized periodically during
the years of service of employees, based on actuarial computations
made by independent actuaries, using the projected unit-credit method
and financial hypotheses net of inflation, as required by Mexican
Accounting Principles Bulletin D-3 (Labor Obligations, see Note 9).
Termination payments are charged to income in the year in which the
decision to dismiss an employee is made.

J} Income taxes, asset tax and employee profit sharing

Requirements of the new Mexican Accounting Principles Bulletin D-
4, Accounting for Income Tax, Asset Tax and Employee Profit Sharing,
issued by the MIPA, went into effect on January 1, 2000. The new
bulletin modifies the rules with respect to the determination and
presentation of deferred income tax (deferred taxes). Basically, the
new bulletin requires that deferred taxes be determined on virtually
all temporary differences in balance sheet accounts for financial and
tax reporting purposes, using the enacted income tax rate at the
time the financial statements are issued. Through December 31,
1999, deferred taxes were recognized only on temporary differences
that were considered to be non-recurring and that had a known
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turnaround time. Accordingly, the provision for income tax includes
both the current year tax and the deferred portion. See Note 16 for
additional information.

The new bulletin did not significantly affect how employee profit
sharing is accounted for.

k) Basis of translation of financial statements of foreign
subsidiaries and affiliates

The accounting records of the foreign subsidiaries and affiliates
located in Guatemala, Ecuador, Argentina, Brazil, Spain, Puerto Rico
and the U.S., that were transferred to América Telecom as a result of
the spin-off described in Note 2, and which in the aggregate account
for approximately 5% and 1.5% of consolidated net revenues and
anproximately 12% and 1.6% of total assets in 2001 and 2000,
respectively, are kepi in the local currency of each country and are
translated into Mexican pesos in conformity with Mexican Accounting
Principles Bulletin B-15, {Transactions in Foreign Currency and
Translation of Financial Statements of Foreign Operations), as follows:

The figures in the financial statements of the subsidiaries abroad,
except for what is mentioned in the following paragraph, were
translated to Mexican pesos considering them as foreign operations;
consequently all balance sheet amounts, except for capital stock
and retained earnings, were translated at the prevailing exchange
rate at year-end; capital stock and retained earnings were translated
at the prevailing exchange rate at the time capital contributions
were made and earnings were generated. The statement of income
was translated at the prevailing exchange rate at the end of the
reporting period.

The financial statements of the U.S. domiciled subsidiary Global
were translated to Mexican pesos considering Global as an
integrated foreign operation. Conseguently, non-monetary financial
statement items were translated to Mexican pesos at the historical
exchange rate, recognizing the effects of inflation in Mexico based
on Mexican GAAP.
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The effects of inflation and exchange rate differences were not
material and are included as part of the current year result from
holding nonmonetary assets.

Fd

I) Comprehensive income

Requirements of Mexican Accounting Principles Bulletin B-4
«Comprehensive Income», issued by the MIPA, went into effect on
January 1, 2001. The Company’s comprehensive income is the net
income for the year presented in the statement of income, plus the
effects of deferred taxes, labor obligations and the result from
holding nonmonetary assets of the year applied diretly tc
stockholders’ equity.

m) Earnings per share ‘

Earnings per share were determined in conformity with Mexican
Accounting Principles Bulletin B-14 Earnings per Share issuec' by the
MIPA (see Note 15).

-n) Use of estimates .

The preparation of financial statements in conformity with ge nerally -

accepted accouriting principles, requires the use of estima:es and

assumptions that affect the amounts reported in the financial ™

statements and the accompanying notes. Actual results courd differ
from those estimates.

o) Concentration of risk

The Company invests a portion of its excess cash in cash deposits in .
financial institutions with strong credit ratings and has established -
quidelines relating to diversification and maturities that maintain -
safety and liquidity. The Company has not experienced any losses in
its short-term investments. The Company does not believe it has
significant concentrations of credit risks in its accounts receivable,
because the Company's customer base is geographically diverse.
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10 market risks for fluctuations in exchange rates.
p) Financial Instruments

gequirements of the new Mexican Accounting Principles Bulletin
(-2, financial Instruments, issued by the MIPA, went into effect on
january 1, 2001. This new bullztir establishes the basic rules to be
ohyserved by issuers of and investors in financial instruments when
. valuing, presenting and disclosing these instruments in their financial
iniormation. The new Bulletin C-2 requires that financial instruments
.denvatives) be recognized as assets and liabilities and that the
getermined gains and losses on such instruments be credited and
charged, respectively, to income, except for asset and liability
nedges. The Company contracts short-term exchéhge-rate hedges
.0 offset the risk of loss on certain U.S. dollar denominated
- ansaciions. The determined gains or losses on these hedges are
creened or charged to income using the accrual method, net of
e gans o losses on the related liabilities. El valor razonable
onesponde al valor por el cual la empresa puede intercambiar un
tivo 0 liquidar un pasivo en una-transaccion de libre competendia.
¢ fair value is the value at which the Company can exchange an
o35e1 or settle a liability in a free and open market. The estimated
{airvalues were determined based on available market information
LG the appropiate valustion methodology. o
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i 9) Reclassifications
t

{ Cs11ain amounts shown in the 2000 financial statements have been
- T assified for uniformity of presentation with 2001.

L Spin-Off

i
H
\
|2 Spin-0
}
i
i
1]

Or. “lovember 30 2001, the stockholders of Telecom approved the
*$p-0ft of the wireless telecommunications segment and most of
1the ~iernational operations. As a result of the spin-off, América
Te!ewn was Created as a separate Mexican company independent
;0? *=&com. Certain assets, liabilities and stockholders' equity related

r\

The Company operates internationally; consequently it is exposed

s
BRSO

to these operations were transferred to América Telecom, basically
represented by América Movil, which through its subsidiaries
Radiomovil Dipsa, S.A. de C.V. (Telcel), Global Central América, S.A.
de C.V, (GCA) and Consorcio Ecuatoriano de Telecomunicaciones,
S.A. {Conecel) principally, has licenses to install, operate and manage
mobile radio telephone services in Mexico, Guatemala and Ecuador,
respectively. The licenses in Mexico expire at different times between
2009 and 2015. The licerses in Ecuador and Guatemala expiré
between 2009 and 2014

Neither Telecom nor Améric 3 Telecom shall hold shares of the other.
In the spin-off, each Telecon stockholder became an América Telecom
stockholder and, as a result, both companies are controlled by the
same group of stockholde 5. However, the relations between the
two companies shall be linited to: (a) agreements with respect to
the implementation of the spin-off; (b) business dealings arising in
the normal course of business.

In the accompanying financ 3l statements, the assets and liabilities
of discontinued operations are included under current and non-
current assets and liabilities~nd the revenues and expenses of these
operaticns are included in t- e statement of income in the caption
Income from discontinuec operations, net of income tax and
employee profit sharing. Th amounts shown ir. the 2000 financial
statements prior to the spmc ff and in the related notes thereto were
restructured to present asset and liabilities and revenues, costs and
expenses of the continuing sperations of Telecom separately from
discontinued operations.

The assets and liabilities of the discontinued- operations were
transferred to América Telecom at their carrying value. The
stockholders’ equity transferred to América Telecom in the spin-off
represents the difference between transferred assets and transferred
liabilities and it was accounted for as a reduction in the stockholders’
equity of Telecom at the tire of the spin-off.

Current assets of the discontinued operations include Ps. 10,687,896
at December 31, 2000 in Te'mex commercial paper held by a spun-
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off subsidiary. Prior to the restructuring, the related investment was
eliminated in the financial statements of Telecom. The respective
fiability is included in current liabilities of continuing operations.

Interest income earned by the subsidiary from medium-term notes
and Telmex commercial paper in the amount of Ps. 211,256 and Ps.
3,094,530 in the periods ended November 30, 2001 and December
31, 2000, respectively, is included in income from discontinued
operations.

The investment in commercial paper was transferred to América
Telecom because it was allocated for use primarily in investments

" related to América Telecom operations. The investment and the

respective interest income were accounted for as part of the
discontinued operations.

Highlights of the balance sheet as of December 31, 2000 and the
statements of income for the eleven-month and the twelve-month
periods ended November 30, 2001 and December 31, 2000,
respectively, are as follows:

LR No 894179
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Balance Sheet as of December 31, 2000

Assets
Current assets: ‘ 7
Cash and short-term investments Ps. 22,501,862,
Marketable securities 1,689,860
Accounts receivable, net . 5,575,187
Inventories, net 3,747,025
Pepaid expenses and other assets 504,234
Total current assets 34,018,"58
Plant, property and equipment, net 30,798,152
Inventories, primarily for use in construction ‘ :
of telephone plant 3,807,882
Licenses, net 2,519,747
Equity investments L 13.409,777

Goodwill, net ~——7:409,7%
Total non-current assets - : S
e 57945324

Total assets ' Ps: - 91,963,432

Liabilities and stockholders' equity
Current liabilities: -

RN B -

Current portion of long-term debt Ps=12,243,699

Accounts payable and accrued liabilities = -~ 11,009,258

Taxes payable 551,732
Total current liabilities 23,804,589
Long-term debt 2,317,351
Deferred taxes " 2,670,946
Deferred credits 1,199,009 |
Total long-term debt. 6,187,306
Total liabilities 29,991,995

Spun-off stockholders' equity
Total liabilities and stockholders equity .
net of spun-off operations Ps. 91963492

61,971,497




3 Marketable Securities

At December 31, 2001, the Company has investments in equity
securities in the amount of Ps.1,056,217 (Ps.737,871 in 2000) for
trading purposes. The Company included in the comprehensive
financing cost for the year 2001, losses of Ps. 203,546 (losses of
Ps.1,646,407 in 2000) on the valuation of unrealized shares held.
The realized net gain on the sale of equity investments for 2001 was
Ps. 1,314,693 (realized net gain of Ps.3,105,325 for 2000).

4. Accounts Receivable

Accounts receivable consist of the following:

statements of Income
Periods ended
. November 30, December 31,
2001 2000
{Eleven months) {Twelve months)

QOperating revenues ;Ps. 37,429,358  Ps. 30,474,487
Operating costs and expenses 30718566 27,531,993
Operating income 6,710,793 * 2,942,494
Comprehensive financing (cost) income, net (1810,190) 2,118,643
Income before income tax and employee profit sharing 4,900,603 5,061,137
Provisions for: ’ '

Income tax 2,298,601 3,148,639

Employee profit sharing 214,255 172,055
Income before equity in results of affiliates and minority interest © 2,387,747 - 1,740,443
Equity in results of affiliates - (2,905,881) (1,044,754)
{Loss) income before minority interest - (518,134) 695,689
Minority interest in losses of subsidiaries T 189,361 220,423
Majority net (loss) income of discontinued operations Ps T (32813 Ps.

916,112
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2001 2000
Subscribers | s 18364566 Ps.  17,394476
Net settlement receivables ‘ 709,409 12983235
Related parties _ 600,931 ~ 841,956
Other - 2649403 593699 |
22,324,309 25,471,751 ¢
Less: o =
Allowance for doubttul accounts 1,729,755 3,030,349 |
Total Ps. 20504554  Ps 20441407 ¢
in December 2000, Telmex and its two major long-distance
competitors agreed, among other things, on long-distance
interconnection rates, thus settling existing disputes with respect to ’
such rates. The parties also agreed o withdraw unresolved legal "
proceedings in connection with the matters in dispute. Under this
agreement, in 2000 the competitors paid Telmex U.5.$139 million
(net of taxes) for interconnection services provided in the past. As a
result, Telmex reversed approximately Ps. 1,775,000 of the allowance
for doubtful accounts that it had conservatively recognized previously. )
5. Plant, Property and Equipment T }
a) Plant, property and equipment consist of the following: ‘
S F
2001 2000
Telephone plant and equipment . Ps. 176,372,523  Ps. 173,876,040
Land and buildings - 25,275,966 24,927,028
Computer equipment and other assets 20,936,070 19,604,915
222,584,559 . 218,407,983
Less: ‘
Accumulated depreciation 120,146,075 117,637,865
Net 102,438,484 100,770,118
Construction in progress and advances to equipment suppliers 12:015,902 10,435,368
Total | Ps. 114454386 ' Ps 11120548




included in plant, property and equipment are the following assets hefd under capital leases:

"

Assets under capital leases
Less accumulated depreciation

ki Through December 31, 1996, items comprising the telephone
plant were restated based on the acquisition date and cost, applying
the factors derived from the specific indexes determined by the
Company and validated by an independent appraiser registered with
:ne National Banking and Securities Commission (NBSC).

tfiective January 1, 1997, Bulletin B-10 eliminated the use of
anoraisals to present plant, property and equipment in the financial
caements. TS Caplon was esialod ¢ fofiurs o0 Decemie: 31
2061 and 2000

+ The December 31, 1996 appraised value of the imported
telephone plant, as well as the cost of subsequent additions to
such plant, were restated based on the rate of inflation in the
respective country of origin and the prevailing exchange rate at
the balance sheet date (i.e., specific indexation factors).

2001 2000
Ps. 2,720,509  Ps. 1,678,089
224,254 71,747
Ps. 2,496,255  Ps. 1,606,342

» The appraised value of land, buildings and other fixed assets of
domestic origin at December 31, 1996, and the cost of
subsequent additions to such assets were restated based on
the NCPI.

At December 31, 2001 and 2000, approximately 51% of the value
of the plant, property and equipment has been restated using specific
indexation factors.

O Following are the piant, pronerty and equipmem'amounts at
December 31, 2001 and 2000, restated on the basis of the 2001
NCPI (starting with the appraised values at December 31, 1996) to
meet NBSC disclosure requirements with respect to the restatement
of fixed assets based on specific indexation factors:

2001 2000
Telephone plant and equipment Ps. 221,971,435  Ps. 210,524,123
Land and buildings 25,275,966 24,927,028
Computer equipment and other assets 24,689,649 22,509,082
271,937,050 257,960,233

Less:
Accumulated depreciation 152,030,632 142,756,072
Net 119,906,418 115,204,161
Construction in progress and advances To equipment suppliers 12,323,047 10,536,148
Total Ps. 132,229,465  Ps. 125,740,309
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d) Depreciation of the telephone plant has been calculated at annual
rates ranging from 3.3% to 16.7%. The rest of the Company’s assets are
depreciated at rates ranging from 3.3% to 33.3%. Depreciation charged
to income was Ps. 16,752,861 in 2001 and Ps.17,332,976 in 2000,

6. Licenses

In May 1998, Telmex acquired from the Mexican Government licenses
to operate radio spectrum wave frequency bands to provide fixed
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wireless telephone services at a cost of Ps. 573,370 in December
1997, the Company also acquired from the Mexican Government
concessions to operate radio spectrum wave frequency bands for
point-to-point and point-to-multipoint microwave communications -
at a cost of Ps. 171,833. These costs are being amortized over a -
period of twenty years.

As of December 31, 2001 and 2000 licenses are as follows:

Investment
Accumulated amortization
Net

2001 2000 r
Ps. . 745803 Ps. 745,803
137,160 99,913
Ps. 608643 s 645,890

Amortization expense for the vears ended December 31, 2001 and
2000 was Ps.37,247 each.

7. Equity Investments

- ‘,A?‘M-—’-‘--—.:ni.v

An analysis at December 31, 2001 and 2000 is as follows: L

2001 2000

The Telvista Company

Technology and Internet, LLC

Sinergia Soluciones Integrales de Energia. S.A. de C.V.
Williams Communications Group, Inc.

Prodigy Communications Corporation

McLeod USA, Inc.

Others

Total

Ps. 362802 Ps. :
390,228

. 320,567
148,671 - 154,948
99,008 - 1,075,003
- 1,279,012
. 89,767
288,699 109,288
Ps.  1,219837  Ps. 3,098,336

Unless otherwise indicated, the above-mentioned equity investments
in affiliated companies were valued using the equity method.
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i) The Telvista Company

In June 2001, Telmex invested U.S.$47 million to acquire a 45%
equity interest in The Telvista Company (Telvista). Telvista is engaged
in providing telemarketing services in the U.S.A.

i) Technology and Internet, LLC

In 2001, Telmex made capital contributions of U.S. $ 3 million (U.S.
103 million in 2000) to acquire a 50% equity interest in Technology
and Internet, LLC (TAl). TAI has made investments in e-commerce
companies located basically in the U.S.A. and Latin America.

iii) Sinergia Soluciones Integrales de Energia, S.A. de C.V.(Sinergia)

n 2000, Telecom contributed Ps 150,962 (Ps. 144,600 nominal
a4 W0 a capialingredse n Simengre Based on the eguity method,
die (usnpany credited Ps 11,613 and s 4,674 Lo results of operations
o 2001 and 2000, respectively.

iv) Williams Communications Group, Inc.

InMay 1999, the Company entered into an agreement with Williams
Communications Group, Inc. (Williams), which is engaged in providing
telecommunications services in U.S.A., to acquire approximately 1%
of the shares comprising the capital stock of Williams. This transaction
was consummated in October 1999. Williams and Telmex agreed to
nterconnect their fiber optics and long-distance networks in supplying
nternational - elecommunications services. Because the market value
of this investr went at December 31, 2001 has substantially decreased,
. the Compan' decided to recognize in results of operations a decrease
inthe valye « f this asset of Ps. 881,618; the amount was included in
the compret ensive financing cost.

V) Prodig - Communications Corporation

From 1997 through 2000, the Company made an equity investmant
| of approximately U.S.$149 million in Prodigy Communications

!

Corporation (Prodigy), which is engaged in providing internet
services in the US.A. In May and June 2000, other stockholders
made capital contributions to Prodigy for more than the book value
of the shares acquired. Aithough this resulted in a reduction in the
Company's equity interest of 22.70%, it increased the proportional
book value of the investment by Ps. 1,318,337, which was credited
to income of 2000. At December 31, 2000, the Company heid a

27.18% equity interest in Prodigy. i November 2001, the Company -

sold to a related party its entire equity interest in Prodigy for
U.5.$276.62 million, realizing a gain of Ps.520,303 on the
transaction. At December 31, 2000, the goodwill of Ps. 1,519,553
generated on these transactions was being amortized over a period
of five years.

vi) McLeod USA, Inc.

At December 31, 2000, the Company’s equity interest in McLeod
USA, Inc. is 1.72%. This equity investment is presented at cost as
restated based on the NCPI.  During 2000, the Company sold
approximately 6 million shares for U.S. $236 million, realizing a gain
of Ps. 2,506,340. In January and February 2001, the remaining shares
were sold, realizing a gain of Ps. 1,680,645.

vii) MCom Wireless, S.A. (MCom)

The investment in MCom was recognized using the equity method.
However, since this Company has incurred important operating losses,
its stockholders’ equity became a deficit. Consequently, since there
is no obligation to make additional capital contributions {except for
the situation mentioned in the following paragraph), in 1999 Telecom
decided to write-off this investment.

in 2000, the Company, in its capacity as quarantor, paid a debt of
U.S. $36.7 million owed by MCom. Such amount was charged to
operations of the year since there is no guarantee that this amount
will be recovered. At December 31,2001, the balance of this account
is U.S. 41.4 million, which has been fully reserved.

FILE No. 82-4379

29




30

vil) Other investments

in 2001, Telmex made other investments in affiliated companies of
U.5.$33 million, mostly in telecommunications interests.

Total equity investments in affiliated companies during 2001
aggrecated approximately U.S. $83 million (U.S. $123 million in
2000). Goodwill derived from these investments was not material.
Telmex's equity interest in the results of operations of affiliated
companies represented a charge to operations of Ps. 418,469 in
2001 (Ps. 937,462 in 2000).

ix) Subsequent event

On January 16, 2002, Telmex, together with Fortsmann Little & Co.

B id
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agreement to make capital contributions of as much as U.S.$400
million each to XO Communications, inc. (X0), a broadband services
telecommunications supplier. Such contribution is expected to give
Telmex up to a 39%, share in XO. The consummation of the
agreement depends on, among other things, XO's complete
restructuring of its balance sheet and the approval of the transaction
by the competent authorities. XO will continue its negotiations with
financial institutions and bond holders, in order to satisfy the
restructuring requirements of its liability, contemplated by the
definitive agreement with Telmex and Fortsmann Little.

Il. Subsidiaries (number of shares in thousands)
The number of Telmex shares and Telecom’s percentage equity interest

with respect to the total number of shares of each series of Telmex
‘shares at December 31, 2001 and 2000 is as follows:

iFortsmann Lizile), located in the US A entered inin 4 (efinitive
Number of shares % interest
Series 2001 2000 2001 2000
AA 3,000,000 1944234 69.65 5953
A 45,998 45,998 14.69 13.56
L 1,086,937 2.152,656 1272 20,69

In 2001, the Company sold 9,953 series «L» shares for U.S. $ 16.7
million, realizing a gain of approximately U.S. $ 3.6 million, which
was credited to operations.

In 2000, Telecom acquired 174.8 million series «L» Telmex shares
for approximately U.5.$285.5 million.

Ouring 2001, in conformity with the bylaws of Telmex, Telecom
exchanged 1,055,766 series «L» shares for an equal number of Series
«AA» shares.

The goodwill generated on the acquisitions during 2000 in the
amount of Ps. 1,453,387 is being amortized in a period of five years.
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1. Goodwill

An analysis of goodwill at December 31, 2001 and 2000 is as follows:
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2001 2000
Goodwill § 278807  $ 1,865,135
Affiliates 3,533,760 5,064,603
Telmex $ 3,811,967 $ 6,829,738
During 2001 and 2000, amortized goodwill aggregated Ps.
2,183,399 and Ps. 2,197,799, respectively. ’
IV. Other spun-off investments
A description of investments spun off to América Telecom-is as
{ollows:
i} América Movil (number of shares in thousands)
The number of América Mavil shares and Telecom’s percentage equity
interest with respect to the total number of América Mévil shares at
November 30, 2001 and December 31, 2000 is as follows:
Number of shares % interest
November 30,  December 31,  Noven ber 30, December 31,
Series 2001 2000 de 2001 2000
AA 500000 1944234 6567 59.53
A 48139 45,998 - 15.25 - 13.56
L 1,624,688 - 2,152,656 1784 20.69

In 2001, the Company acquired 29,798 series «L» América Mdvil
shares for approximately Ps. 283 million. The goodwill generated
on these acquisitions aggregated Ps. 95,932. In 2001, the Company
sold 2,000 series «L» shares for U.S. $ 1.8 million, realizing a gain of

approximately U.S. $ 0.7 million.

31




32

In addition, the Company acquired 2,141 series «A» América Movil
shares for approximately U.S. $ 1.8 million.

In January 2001, in conformity with the bylaws of Telmex, Telecom

exchanged 555,766 series «L» América Mavil shares for an equal
number of series «AA» shares.

i) Telecom Américas

a) In November 2000, the Company entered into an agreement
with Bell Canada International Inc. {BCl) and SBC international, Inc.
(SBCI) to form Telecom Américas, Ltd., a joint venture company that
will serve the three parties as the major vehicle for expansion in Latin
America. Under this agreement each party was committed to make
the following contributions to the joint venture:

América Movil contributed to Telecom Américas approximately
US$ 164.9 million in cash and US$ 1,007.5 million in notes. In

addition, the Company contributed (i) its equity interest in ATL-

Algar Telecom Leste S.A. («ATL») (a Brazilian Band B wireless

operator), and {ii) in August 2001, its equity-interest in Techtel- -

LMDS Comunicaciones Interactivas, S.A. and Telstar, S.A.,
broadband wireless operators in Argentina. The goodwill of Ps.

232,367 generated is amortized over a period of ten years. The

unamortized balance of goodwill at December 31, 2001 and 2000
was Ps. 193,177 and Ps. 232,367, respectively.

BC! contributed notes for approximately US$ 964 million to Telecom -

Américas. In addition, BCI contributed its equity interest in (i) the
Brazilian cellular phone operators Americel, S.A. and Telet, S.A; {ii)
Canbras Communications Corp., S.A. a Brazilian supplier of cable
television and internet access services, (iii) Colombian cellular phone

operators Comunicacién Celular, S.A. (Comcel) and Occidente y.

Caribe Celular, S.A. {Occel); and (iv) Génesis Telecom, C.A. &
broadband cellular operator in Venezuela.

SBCI contributed its equity interest in ATL.
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As a result of the contributions mentioned above, América Movil
and SBCl each had a 44.27% equity interest in the capital stock of
Telecom Américas and SBCI had an equity interest of 11,46%.
Telecom Américas is subject to provisions regulatiﬁg the rights of
each stockholder with respect to management. Basically, these
provisions require a consensus by the three stockholders on important
decisions affecting Telecom Américas.

b) As mentioned previously, as part of the formation of Telecom
Américas, BCI and América Movil contributed notes for US$ 964
million and US$ 1007.5 million subject to cancellation at June 30,
2001. On July 13, 2001, BCI and América Mévil cancelled notes for
a total of US$ 275 million and US$ 141 million, respectively.

In addition, during the first half of 2001 América Movil, BCl and
SBCI contributed US$107 million, US$ 97 miltion and US$ 30
million, respectively, 1o cover obligations of their associates
through Telecom Américas. '

¢) On February 4, 2002, BCI, SBCI and América Movil signed
agreements for the restructuring of Telecom Américas to maintain
exclusively investments in cellular companies in Brazil. These
agreements call for Telecom Américas to transfer its 77.1% equity
interest in Comcel and 60% equity interest in Techtel to América
Movil; its 76% equity interest in Canbras to BCl; and its 59% equity
interest in Genesis equally between América Movil and BCI. The
agreements also call for América Movil to transfer to Telecom
Américas an additional 41% equity interest in the Brazilian ATL plus
US$ 80 million in cash. BCI, SBCI and América Movil's equity interest
in Telecom Américas did not change as a result of the restructuring.

As a result of these cancellations and contributions, BCI's equity
interest in Telecom Américas was reduced to 41.7% (from
44.27%); América Movil's equity interest was increased t0 45.5%
{from 44.27%) and SBCH's equity interest was increased to 12.8%
(from 11.46%).



d) On February 12, 2002, Telecom Americas signed an agreement
with a financial investor for an equity investment of US$ 300 million,
which is subject to customary closing conditions and is expected to
dose in April 2002. Taking into account the proposed US$ 300 million
equity injection, América Movil's interest in Telecom Américas would
be reduced approximately to 42.4%.

) InJanuary 2002, América Movil acquired in various transactions
a minority equity interest of 14% in Comcel for approximately US$
55 million. Most of this minority interest was acquired from Empresa
de Telecomunicaciones de Bogota, S.A. As a result of the restructuring
in Telecom Américas described in the preceding peragraph and the
acquisition of the 14% minority interest, América Mévil's equity
interest in Comcel was increased to 93%. The above-mentioned
agreements will result in the consolidation of Con zel in the results
of operations of América Mdvil commencing February 2002.

i) ATL-Algar Telecom Leste

América Movil indirectly holds a 59% economic interest in ATL
acquired in January 2000 for approximately US$ 48.2 million. In
May 2001, América Movil entered into agreemer t with Williams
Communications Group, Inc. to acquire from it its ‘emaining 41%
economic interest in ATL, for a“purchase price of US$ 400 million,
payable in two exhibitions one for US$ 300 millior, and the other
one in May 2002, for the remaining US$ 100 millic..

iv) Techtel-LMDS Comunicaciones Interactivas’

I July 2000, América Movil acquired a 60% equity interest in
Telcel Wireless Argentina, LLC (Telcel Argentina), a partnership
with Techint, an Argentinean industrial group, for approximately
US$ 148.5 million. Telcel Argentina controls Techtel a company
that provides video and data transfer, as well as added value
telecommunications services. América Mévil's interest in Techtel

was contributed at fair market value to Telecom Américas in
August 2001, resulting in a gain of approximately Ps. 385,101.

v) CompUSA

In March 2000, the Company acquired a 49% equity interest in
CompUSA, a PC retailer located in Dallas, Texas for approximately
US$ 458.9 million. Goodwill of Ps. 228,075 generated on this
acquisition is amortized over a period of ten years. The unamortized
balance of goodwill at December 31, 2001 and 2000 was Ps.176,394
and Ps.211,604, respectively.

vi) SBC International Puerto Rico

in October 1999, the Company acquired a 50% equity interest in
SBC International Puerto Rico, Inc. (SBCI Puerto Rico), for a total
consideration of approximately US$ 244.7 million. SBCI Puerte Rico
is the parent company of Cellular Communicauons of Puerto Rico,
Inc., a wireless telephone operator in Puerto Rico and the US Virgin
Islands. The remaining 50% equity interest in SBCI Puerto Rico is
held by SBC Wireless Puerto Rico, LLC.

fn January 2002, the Company sold its 50% interest in SBC
International Puerto Rico to SBCI in US$ 106 million in cash and
option agreement for US$ 173 million expiring at three years plus
interest at LIBOR plus an applicable margin which will be determined
based on debt to EBITDA ratios or the option of acquiring from SBCI,
the 12.8% of its interest in Telecom Américas. (If in the three-year
period, América Mévil reaches a 50% equity interest in Telecom
Américas, at that time, the option could be exercised.)

vii) Empresas Cablevision

In 1995, the Company acquired 49% of the capital stock of Empresas
Cablevision, S.A. de C.V. and subsidiaries (Cablevision). Cablevision
provides cable TV in the Mexico City metropolitan area. The remaining
51% interest in Cablevision is held by Grupo Televisa, S.A. de C.V.
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viii) Organizacion Recuperadora de Cartera S.A. de C.V.

At the end of June 2001, América Movil jointly with Telmex and
Grupo Carso established Organizacion Recuperadora de Cartera, S.A.
de C.V. (ORCA). ORCA through a subsidiary groups together four
call centersin the United States. América Mdvil owns a 45% interest
participation in ORCA, to which it contributed approximately US$
46.8 million.

iX) ARBROS Communications, Inc.

In February 2001, Linsang Partners, LLC (Linsang), the parent company
of ARBROS Communications, Inc. (ARBROS) and América Movil,
together with some of its subsidiaries, entered into an agreement to
exchange shares. Under this agreement, ARBROS acquired a 100%
of the capital stock of Comm South in exchange for a 24.9% equity
interest in ARFROS end waniants to acguire additional shares of
ARBROS, thus increasing América Movil's equity interest to 45%.
This transaction in the amount of approximately Ps. 1,433,130 was
carried out in two stages and was finalized in July 2001.

ARBROS is a voice, data and other telecommunications service
supplier to small and medium-size companies, as well as a wholesaler
for customers in the northeastern part of the U.S.A.

x) Comm South Companies

Comm South is engaged in the re-sale of prepaid local telechone
sen ‘ce in 42 states in the U.S.A. As a result of the above-mentioned
excange of shares, at the beginning of 2001, ARBROS acquired
10( % of the shares comprising the capital sock of Comm South. As
a 1t sult of this exchange of shares, the balance of goodwill in the
am unt of Ps. 655,611 was eliminated.
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xi) Televista Holdings

Atthe end of 2001, América Mévil, together with Telmex and Grupo
Carso, finalized the incorporation of Technology and internet Holding
Co. (Telvista), which groups four call centers in the U.S.A. América
Movil holds a 45% equity interest in Telvista having contributed capital
in the amount of approximately U.S. $ 46.8 million.

xii) Network Access Solutions

In June 1999, the Company acquired a 0.08% equity interest in
Network Access Solutions Corporation (Network Access) a provider
of broadband network access services. In March 2000, the Company
made additional capital contributions to Network Access and as a
result, increased its equity interest to 5.9%. Total equity investments
in Network Access at December 31,2000 aggregated US$ 79 million.
No additional contributions were made in 2001.

On August 10, 2001 América Movil, Sercotel and Linsang entered
into a share exchange agreement with Lisang, Whereby Lisang
acquired from Sercotel 412,500 shares of the preferred stock of
Network Access Solutions Corporation in exchange for options to
acquire a 10.08% of the common stock of Armillaire Technologies,
Inc. (Armillaire). The investment in Network Access at December 31,
2000 is included under the caption Other investments.

Other minor acquisitions made by the Company during 2001 and
2000 aggregated Ps.82,886 and Ps. 515,122, respectively.

At December 31, 2001, the Company recognized an impairment in
the value of its equity investments in non-strategic associated
companies (ARBOS Communications, Inc, Iberbanda, Network Access
and Armillaire) through a charge to operations of Ps.1,940,557.



The equity in the net loss of Telecom Américas includes an impairment
in the value of its subsidiaries of Ps. 1,168,292, which is presented in
the statement of operations under the caption equity in net losses
of discontinued operations.

8. Financial mstruments

An analysis of financial instruments at December 31, 2001 and 2000
is as follows:

a) Interest-rate swaps

To reduce exposure to financial risks, the Company has contracted
interest-rate swaps, whereby during the term of such swaps and on
previously established dates the parties agree to exchange cash flows
for the amount determined by applying agread rates to the contracted
amount. in these specific contracts, the Company agreed 10 receive
the interbank (THE) interest rate and 1o pay & fixed rate. The swaps
are recorded in results of operations at the respective market interest
rates. At December 31, 2001, the Company has contracted interest
rate swaps for a base amount of Ps. 3,262,900, the fair value of
which at such date represented a liability of Ps. 41,715. At December
31,2000, the Company did not have any swaps.

b) Forward contracts

As a part of its foreign exchange hedging strategy, Telmex uses
derivatives to offset the risk of loss on certain U.S. dollar
denominated transactions. During 2001, the Company entered
'nto short-term hedges which at December 31, 2001 cover liabilities
of U.S.$2,740 million. The cost of these hedges charged to

' J b e e = i i B T
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operations of the year was Ps.462,557. In 2000, there were no
important exchange-rate hedges.

¢} Options

During 2001 and 2000, the Company entered into various American
Depository Receipt (ADR) call and put options to Telmex and América
Movil shares, as well as 8.3 million shares of another issuer listed on
the New York Stock Exchange (NYSE). Each of the ADR's covers 20
series «L» Telmex and América Mévil shares. The options contracted
by Telecom may only be exercised at their expiration. All options are
denominated in U.S. dollars. The fair value of these options at
December 31, 2001 represents a liability of Ps.323,922.

These transactions may- be settled in cash (paying the difference

between the exercise piice and the market pnce) or in kind
(eachionging the nstiuments covered by tne ADR's or shares, instead
of the exerise price;.

Premiums paid or coliected on these transactions are amortized at
the expiration of the agreement. If the Company elects to make
payment in kind, the net difference between premiums received and
paid will constitute part of the purchase cost of the ADR’s. If the
Company elects to make payment in cash, the net premium will
constitute part of the cost of the transaction charged to results of
operations of the year. At December 31, 2001 and 2000, net
unamortized premiums included in prepaid expenses aggregate Ps.
143,737 and Ps. 37,054, respectively,

At December 31, 2001 and 2000 unexpired call and put options to
Telmex and A:nérica Movil shares are as follows:
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Average exercise

Unexercised ADR's price per ADR (Dlis)
Date of expiration Issuer 2001 2000 2001 2000 -
12001 Telmex - 5,000,000 55.34*
América
2004 Movil 5,000,000 5,000,000 20.34

* Telmex price prior to spin-off

At December 31, 2001, the market price of the América Movil ADR’s
and the 8.3 million shares of the issuer listed on the NYSE was U.S.
$19.48 per ADRand U.S. $ 14.08 per share, respectively. The market
price per ADR and per share at February 28, 2002 15 U.5.$18.10 and
U.S.$7.52, respectively. The exercise price for América Movil ADR's
is U.S. $ 20.34 and the price per share of the issuer listed on the
NYSE is U.S. § 16 26, wich options expire during 2002

In September 2001, the Company elected not to purc fiuse the Telmex
ADR's. This transaction represented for the Company a loss of Ps.
42,603, corresponding to the amount of net premiums paid on the
option.

During 2000, the Company elected to exercise its right to buy
5,740,000 Telmex ADR's at an average exercise price of U.S. $ 20.08
per ADR.

g. Employee Pensions and Seniority Premiums

Substantially all of the Company’s employees are covered under

defined benefit retirement and seniority premium plans.

Pension benefits are determined on the basis of compensation to
employees in their final year of employment, their seniority, and their
age at the time of retirement.

In 1990, the Company set up an irrevocable trust fund to cover the
payment of these obligations. It adopted the policy of making annual
contributions to the fund, which totaled Ps. 4,894,966 in 2001,
and T RET 09 10 2000 These contributions are deductible for
Mexican COrporate Income 1ax purposes.

The transition habibity, past seivices and variances in assumptions are
being amortized over a period of twelve years, which is the estimated

average remaining working lifetime of Company employes.

The most important information related to labor obligations is as
follows:

Analysis of the net period cost:



2001 2000

Labor cost Ps. 1841541  Ps. 2,039,001
Financial cost of projected benefit obligation 13,748,978 3,706,803
Return on plan assets (3,175,865) (3,247,868)
Amortization of past service costs 1,041,350 1,041,349
Amortization of variances in assumptions 100,854 (2,852)
Net period cost Ps. 3556858  Ps. 3,536,433
Reserve for employee pensions and seniority premiums:

Projected henefit obligation Ps. 63,128815 - Ps. 56,353,130
Plan assets (54,056,488) (46,160,465)
Transition liability (7,254,315) (8,268,520
Actuarial loss to be amortized (11,030,677) (6,730,723)
Past service costs and plan amendments (317:122) - (344,085)
Net projected asset (8,529,787) {5,150,663)
Additional minimumn habudity 14,853,516 11,930,274
Reserve for employee pensions and seniority Premiums Ps.  5323728. Ps. 6,779,611
Accumulated benefit obligation Ps. 59,380217 ‘ Ps. 52,940,076
Intangible asset included on balance sheet Ps. 7,571,437 S0P, 8,612,605
Minimum pension and seniority premium liability adjustment to SR =

stockholders' equity Ps. 7282079 . Ps.

3,317,669

Of the Ps. 7,282,079 adjustment reducing stockholders’ equity of
the subsidiaries at December 31, 2001 (Ps. 3,317,669 at December
31, 2000), the amount corresponding to the Company based on
its equity interest is Ps. 1,239,718 (Ps. 816,566 at December 31,
2000). The difference between the two amounts refers to the
minority interest.

The increase in the unamortized actuarial loss in 2001 of
approximately Ps. 4,300,000 is attributable basically to the increase
in the projected benefit obligation resulting from the increase in
salaries over what was estimated at the beginning of the year. The
actuarial loss in 2000 of approximately Ps. 3,200,000 is attributable
primarily to the negative results of plan assets and the positive
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behavior of the projected benefit obligation. The negative behavior
of plan assets in 2000 was due largely to the pervasive decline in the
value of securities traded on the Mexican Stock Exchange.

In the last quarter of 2000, the Company decided to review and
modify the actuarial assumptions used for several years to make the
actuarial computation of the projected benefit obligation and the
accumulated benefit obligation at December 31, 2000, as well as
the net period cost for 2001. The net period cost is systematically
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computed in a prospective manner at the beginning of the year. The
changes in actuarial assumptions were based on objective judgﬁwental
elements considered by both the Company and the independent
actuary, including past experience of the Company and of the country
in recent years, as well as expectations with respect to the future,
Also, in the final quarter of 2001, because of the general economic
situation, the Company decided to review and modify the annual
rate of return on the fund, which was reduced from 7.84% t06.84%.
The rates used in the actuarial studies were:

200 2000

Discount of labor obligations:

First year 6.84% 6.84%

Long-term average 5.85% 5.85%
Increase in salaries:

First year 1.85% 1.85%

Long-term average 0.96% 0.96%
Annual return from the fund 6.84% 6.84%

The changes in financial assumptions resulted in a decrease of
approximately Ps.1,200,000 in the net period cost of 2001, compared

“to the cost that would have been determined on the basis of the

previous actuarial assumptions. The change represented a decrease
of approximately Ps. 6,160,000 in the projected benefit obligation,

-the accumulated benefit obligation, and in the charge to

stockholders’ equity for labor obligations'at December 31, 2000.

At December 31, 2001, 66% (71% in 2000) of plan assets were
invested in fixed-income securities and 34% (29% in 2000) in

variahle-income securities,
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" 10. Debt

The debt consists of the following:
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Average
interest Maturities Balance at
from 2002 December 31
2001 2000 through 2001 2000

Debt denominated in foreign currency: :

Convertible senior debentures (1) 4.2% 4.2% 2004 PS. 9,14'2,?00 Ps. 10,022,087

Senior notes (2) 8.2% 2006 13,713,450 -

Banks (3) 3.1 % 1.4% 201 26,916,367 26,945,851

Suppliers’ credits 33% 7.6% 2022 . 2,832,010 3,884,871

Financial leases 29% 72% 2006 . 2,527,044 1,503,621

Mexican government 28% 70% 2006 164,186 212,691
Total - --55,295,357 . 42,569,121
Debt denominated in local currency Tl

Medium-term notes (4) - 15% 202% 2007 . 1088230 9,396,000

Commercial paper 79% -  180% 2002.;- S 29,807,523

Domestic senior notes T RRE T

(«Certificados Bursétiles») 116% 2007 T

Banks 72% . 18.1% 7 2004 —--—-- - 4,505,403 10,645,938

Financial leases 89% . 199% - 2004 13,534 69.476
Total S o 27,313,572 49,918,937
Total debt 82:608 929 92,488,058
Less short-term debt and current _

portion of long-term debt . 26,439 948 50,171,276
Long-term debt Ps. 56,168.981 Ps. 42,316,782
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The above mentioned rates are subject to variances in international
and local rates and do not include the effect of the Company’s
agreement to reimburse certain lenders for Mexican taxes withheld.
The Company's weighted average cost of borrowed funds at
December 31, 2001 (including interest, fees and reimbursement of
such lenders for Mexican taxes withheld) was approximately 7.5%
{12.2% at December 31, 2000).

An analysis of the foreign currency denominated debt at December
31, 2001 is as follows:
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Exchange rate

Foreign at December 31, Mexican
Currency 2001 pesos
(in thousands) (in units) equivalent
U.S. doliar 6,024,487 91423 Ps. 55,077,667
French franc 176,482 1.2335 217,690
Total Ps. —---55,29¢.,357

At December 31, 2001, Telmex has long-term lines of credit with
certain banks that do not require compensating balances.
Commitment fees range from 0.25% to 1.5% of available balances.
The unused committed lines of credit at December 31, 2001 totaled
approximately Ps. 6,120,000, at a floating interest rate of
approximately LIBOR plus one point at the time of use.

Additional information on some of the above-mentioned captions is
as follows:

(1) On June 11, 1999, the Company issued U.S.$ 1,000 million of
convertible senior debentures. The debentures are convertible to
common stock at the option of the holders, at any time prior to their

maturity into American Depositary Shares (ADSs), each repres. nting
20 Telmex «L» shares. The conversion price is US.$ 47.46005 per
ADS, equal to a conversion ratio of 21.07 «L» shares ADSs pe' U.S.$
1,000 principal amount of the convertible debentures, sub ect to
adjustment under certain circumstances. As result of the spin-off,
the conversion rate was adjusted from 21.07 to 33.81.

Should any person or group (other than the bresent controlling
stockholders) acquire 50% or more of the issuer’s voting shares, the
holders of the convertible debentures may ask Telmex to repurchase
the convertible debentures, for 100% of the principal amount plus
unpaid accrued interest through the repurchase date.




The maturity date of the convertible debentures is June 15, 2004.
The debentures bear 4.25% annual interest, payable semiannually.
In 2001 and 2000, accrued interéston these debentures aggregated
Ps. 436,479 and Ps. 435,733, respectively.

(2) OnJanuary 26, 2001, Telmex issued senior notes for U.S.$ 1,000
million, maturing in 2006 and bearing 8.25% annual interest payable
semiannually. Additionally, on May 8, 2031, the Company issued
supplemental senior notes for U.5.$500 million with similar
characteristics. In 2001, accrued interest on the bonds was Ps.
1,057,636.

(3) At December 31, 2001 and 2000, the debt denominated in
foreign currency with banks includes:

i) Loan of U.S.$ 309,153,000 from JP Morgan Chase to Telecom.
To guarantee the loan Telecom placed in trust 9,700,000 ADR's
representing 194 million series «L» Telmex shares which will be
returned to Telecom in 2003, when the loan is repayable, plus
an additional amount based on the market value of the ADR on
the New York Stock Exchange. The loan bears LIBOR plus 1.36
paints annual interest, payable by Telecom quarterly.

i) LoanofU.S. $ 226,598,400 from J.P. Morgan Chase to Telecom.
To guarantee the loan, Telecom placed in trust 8,000,000 ADR's
representing 160 million series «L» Telmex shares, which were
returned to Telecom in 2001, at the time the loan was repaid.
Teiecom paid interest on the loan quarterly at the annual rate
of 4.14%.

{4) In July 2000, Telecom issued an unsecured medium-term note in
the amount of 356,180,900 investment units (UDI's). The note
matures in seven years and is payable at maturity on July 20, 2007.
Interest on the note is payable semi-annually at the annual rate of
7.50%. At December 31, 2001, the value of the UDI is equal to
3.05 pesos (3.09 pesos at February 28, 2002).

Long-term debt maturities at December 31, 2001 are as follows:

Year Amount
2003 Ps. 11,492,581
2004 17,858,460
2005 3,444 846
2006 16,329,101
2007 and beyond 7,043,993
Total Ps. 56,168,981

Subsequent event

On February 15, 2002, Telmex made two placements of domestic
senior notes («Certificados bursatites») for Ps. 850 million and Ps.
1,650 million with maturities of three and five years, respectively,
bearing interest at the 91-day CETES rate plus one point and the
182-day CETES rate plus 0.8%, respectively.

n. Deferred Credits

Deferred credits consist of the falm‘qg at December 31, 2001 and

2000
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2001 2000

Advance billings
Advances from subscribers and others
Total

12 Foreign Currency Position and Transactions

a) AtDecember 31, 2001, the Company has a net foreign currency
short position of U.S.$ 5,943 million (net foreign currency short
position of U.S.$ 4,103 million at December 31, 2000). These short
positions do not include the call and put options described in Note 8
or the positions of foreign subsidiaries.

The net exchange gain for 2001 and 2000 was Ps. 379,753 (net
exchange loss of Ps.87 194 in 2000). Such amounts were credited
to income of each vear.

Ps. 995444 Ps. 1316175
‘ 12,570 7,984
Ps. 1008014 P 1,324,159

The prevailing exchange rate at December 31, 2001 was Ps. 9.14
per U.S. dollar (Ps.9.60 per U.S. doflar at December 31, 2000). At
February 28, 2002, which is the date of issuance of these financial
statements, the exchange rate of the Mexican peso relative to the
U.S. dollar was Ps. 9.08 per U.S. dollar.

b) In the years ended December 31, 2001 and 2000, the Company
(excluding its foreign subsidiaries) had ine following transactions
denominated in foreign currencies. Currancies other than the U.S.
dollar were translated to U.S. dollars using the average exchange
rate for the year.

Millions »f U.S. dollars

2001 2000

Net settlement revenues uss - 1513553 uss 516
Interest expense 337 123
Operating expenses 136 139

13. Commitments and Contingencies Year ended December 31,
a) The Company leases certain equipment used in its operation under 2002 ‘ Ps. 606,288
capital leases. At December 31, 2001, the Company had the following 2003 - 739,940
commitments under noncancelable leases: 2004 674,545
2005 499,487
2006 102,435
Total 2,622,695

Less interest 82,017

Present value of net minimum

lease payments 2,540,678
Less current instaliment 587,143
Long-term obligation at December 31,2001 Ps. 1,953,535

—————




b) At December 31, 2001, the Company has noncancelable
commitments of approximately Ps. 2,450,000 (Ps. 3,763,000 in 2000)
for the purchase of equipment.

¢) AtDecember 31,2001, there are no outstanding letters of credit
{Ps. 6.264 in 2000), which were issued to foreign suppliers for the
purchase of materials and supplies.

d) In February 1998, the Federal Commission of Economic
Competition {COFECO) determined that Teléfonos de México, S.A.
de C.V. has substantial power in what it referred to as five
telecommunications markets so that, in conformity with Article 63
of the Federal Telecommunications Act, COFETEL may impose
specific obligations with respect to rates charged and quality of
services and information.

The Company’s external fawyers who are handling this matter are of
the opinion that this finding is unjustified. Consequently, Teléfonos

de México, S.A. de C.V. filed an appeal in the Federal District Court =

and obtained protection and shelter under Mexican Federal law.

COFETEL, based on the COFECO ruling, which was later reversed, - -~ -

handed down a new ruling imposing certain specific obligations on
Teléfonos de México, S.A. de C.V. The ruling of COFETEL was appealed
in a Federal Court and is still pending. Also, the SCT imposed a fine
on Teléfonos de México, S.A. de C.V. for not complying with certain
obligations. The fine was aiso appealed and the matter is pending.
In 2001, COFECO upheld its previous ruling and handed down a

“new ruling supporting the findings with respect to the substantial

power that Teléfonos de México, S.A. de C.V exercises over five
telecommunications markets. Teléfonos de México, S.A. de C.V. has
also appealed in a Federal District Court.

As a result of these findings, COFECO has initiated other proceedings
against Teléfonos de México, S.A. de C.V. that are also being appealed.

e) InDecember 1995, a competitor that provides cellular telephone
services reported Teléfonos de México, S.A. de C.V. to COFECO for
alleged monopolistic practices.

e et P i = P
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In July 2001, the COFECO ruled that Teléfonos de México, S.A. de
C.V. was responsible for monopolistic practices. Teléfonos de Meéxico,
S.A. de C.V. filed an appeal for reconsideration against the ruling,
but the appeal was declared unfounded and denied. "

Currently, the respective defense against the denial is being prepared.

f) Under Mexican law, Teléfonos de Meéxico, S.A. de C.V. remains
jointly and severally liable for any obligations transferred to América
Mavil pursuant to the spin-off for a period of three years beginning
on September 27, 2000, the spin-off date. Such liability, however,
does not extend 0 any obligation with a creditor that has given its
express consent relieving Teléfonos de México, S.A. de C.V, of such
liability and appr wving the spin-off. In additicn, Teléfonos de México,
S.A. de C.V, ha: the following specific obligations:

i} Teléfonos de México, S.A. de C.V. has quaranteed indebtedness
of ATL Algal Telecom Leste, S.A. under certain credit faciities,
for up to U.5.$104.3 million. América Mévil has agreed to
indemnify Te:éfonos de México, S.A. de C.V. against any liability
under these-quarantees.

i) Telefonos d» México, S.A. de C.V. has guaranteed certain
obligations of lIberbanda, S.A., (formerly FirstMark
Comunicaciones Espana, S.A.). The guarantee is limited to
4,606.3 milion Spanish pesetas. América Mévil has agreed to
indemnify T»léfonos de México, S.A. de C.V. for any liability
derived fror these guarantees.

g) Under Mexican laws Carso Global Telecom., S.A. de C.V. is jointly
and severally liable for a period of three years from the date of
publication of the resolution approving the spin-off for the obligations
that were transferred to América Telecom, S.A. de C.V. However,
this obligation does not extend to any creditor that has approved
the spin-off and has expressly consented to the release of Telecom
from such obligation. Telecom may not be released from these
commitments without the express consent of the beneficiaries.
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14. Related Parties

In the years ended December 31, 2001 and 2000, Telmex had the
following significant transactions with related parties:
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Purchase of materials, inventories and fixed assets (1)

Payment of insurance premiums and fees for administrative and
operating services (2)

Payment of «Calling Party Pays» ‘nterconnection
fees (3)

Donations to a non-profit social welfare organization

Sale of materials, inventories, fi2d assets (4)

Sale of long distance and other .elecommunication
services (5)

1) Includes Ps. 5,588,619 in 20C1 (Ps. 4,921,823 in 2000) for
fiber optic and satellite network services with a subsidiary of the
Condumex group.

2) In 2001, includes Ps. 472,098 for insurance premiums with
Sequros Inbursa, S.A. (Ps.543,521 i1 2000), as well as Ps. 502,622
{Ps. 375,322 in 2000) for fees paid "or administrative and operating
services to technology partners.

3} Interconnection fee from the «Calling Party Pays» program (CPP);
incoming calls from a fixed line telephone to a wireless telephone
paid to a subsidiary of América Mévil. In 2001 and 2000, this income
is included in income of discontinued operations, eliminating the
effect at net income level.

4) Includes Ps. 164,078 in 2001 {Ps. 159,960 in 2000} from the sale
of construction materials to a subsidiary of the Condumex group.

5) Interconnection revenues from interconnection of outgoing calls

2001 2000
Ps. 6745360  Ps. 6,149,795
1,638,417 . 1,899,056
7,011,828 5,970,070
500,013 1,302,701
416,178 492,448
3,171,635 2,636,968

from the wireless network to the fixed line network of a subsidiary
of América Movil.

i) AtDecember 31, 2001, Telmex had amounts due to a subsidiary
of the Condumex group and a subsidiary of América Mévil of Ps.
1,123 million and Ps. 581 million, respectively (Ps. 206 million and
Ps. 477 miflion in 2000).

At December 31, 2000, the accounts receivable of the discontinued
operations include the Ps. 477 million.

i) At December 31, 2001, Global has an account due 'to Grupo
Carso of U.S. $ 11.6 million.

15. Stockholders’ Equity

a) At an extraordinary stockholders’ meeting held on_VNovember
29, 2000, it was decided to merge GT2000, S.A. de C.\' (GT2000)
the disappearing company, into Telecom. As a result of ‘this merger



the capital stock of Telecom was increased by Ps.93,862 (Ps.88,946
nominal) and 150,015,728 common series «A-1» fixed capital shares
were issued for delivery to the stockholders of GT2000.

b) At an extraordinary meeting held on December 21, 2001, the
stockholders of Carso Global Telecom, S.A. de C.V. approved the
merger of Banesci2000, S.A. de C.V. (the disappearing company)
into Carso Global Telecom, S.A. de C.V. (the surviving company). As
a result of the merger, 967 series «A-1» shares were issued,
representing fixed minimum capital.

¢) AtDecember 31,2001 and 2000, capital stock is represented by
3,757,265,966 and 3,802,227,075 common, registered series «A-
1» shares with no par value, representing the fixed minimum capital.
In addition, in conformity with Telecom’s bylaws, the Company may
issue series «A-2» shares, corresponding to variable capital. At
December 37, 2001 and 2000, there are no seiies «A-2» shares
issued and ou'tstanding.

The variable portion of capital may not exceed ten times the fixed
minimum cap tal and the related shares may only be held by Mexican
nationals or ¢ Jrporate entities with a clause excluding foreigners.

d) Ataregusar stockholders’ meeting held on December 26, 1996,
itwas decidec to establish a reserve for the purchase of the Company’s
own shares ii. the historical amount of Ps. 987,077 (Ps. 1,658,020
restated to D .cember 31, 2001). In addition, the maximum nominal
amount of c.pital that may be earmarked for the purchase of the
Company’s cwn shares was set at Ps. 117,892, equal to 5% of capital
stock. At a regular stockholders’ meeting held on April 28, 2000, it
was decided to increase by Ps. 3,512,923 (Ps.3,864,802 restated)
the reserve for the purchase of the Company's own shares. As a
result, the total authorized nominal amount of such reserve at
December 31, 2001 was Ps. 4,500,000 ( Ps. 5,709,537 restated).
During 2000, the Company repurchased 132,849,001 shares for Ps.
2,834,819. During 2001; the Company repurchased 44,962,076
shares for Ps. 932,118. At the date of the issuance of these financial
statements, there are 177,811,077 treasury shares for re-placement.
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g) In conformity with the Mexican Corporations Act, at least 5% of
net income of the year must be appropriated to increase the legal
reserve. This practice must be continued each year until the legal
reserve reaches 20% of capital stock issued and outstanding.

f) Netearnings per share were obtained by dividing net income for
the year by the average weighted number of shares issued and
outstanding during the period. To determine the average weighted
number of shares issued and outstanding at December 31, 2001
and 2000, the shares acquired bty the Company (treasury shares)
were excluded. Earnings per share were Ps. 1.5630 and Ps. 1.5830
at December 31, 2001 and 2000, respectively. The average weighted
number of shares considered in the computation for 2001 and 2000
was 3,765.8 million and 3,784 million, respectively.

g At December 31, 2007 ather accumuiaied comprehensive
income iiems include the effect of labor obiigations and the deficit
from restatement of stockholders’ equity, net of deferred taxes in
the amount of Ps. 1,239,718 and Ps. 11,684,582, respectively
(Ps.816,566 and Ps. 3,663,747 in 2000).

16. Income Tax, Asset Tax and Employee Profit Sharing

a) Income tax shown in the statement of income represents
the tax determined individually by the Company and for each of
its subsidiaries. Telecom and its subsidiaries Orient and
Multimedia were authorized to determine their tax result on a
consolidated basis effective Janu'iry 1, 1999. Neither Telmex
nor América Movil is included in th e tax consolidation. Empresas
y Controles will be included in the. tax consolidation of Telecom
starting in fiscal year 2002.

In addition, Telmex was autherizec to consolidate for tax purposes
effective January 1, 1995.

b) The statutory corporate income tax rate for 2001 and 2000 was
35%. However, corporate taxpayers had the option of deferring a
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portion, so that the tax payable for those years represented 30% of
taxable income. The earnings on which taxes were deferred must be
controlled in a so-called «net reinvested tax profit» account
(«CUFINRE»), to clearly identify the earnings on which the taxpayer
has opted to defer payment of corporate income tax. Effective
January 1, 2002, the above-mentioned option of deferring a portion
of income tax was eiiminated.

Any distribution of earnings in excess of the above-mentioned
account balances will be subject to payment of the enacted corporate
income tax rate.

In addition, from January 1, 1999 through December 31, 2001, cash
dividends obtained by individuals or residents abroad from corporate
entities in Mexico, were subject to a 5% withholding tax on the
amount of the dividend multiplied by 1.5385 (1.515 for dividends
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paid from the determined balance of the «CUFIN» account at
December 31, 1998).

"¢) The foreign subsidiaries determine their income tax based on

the individual results of each subsidiary and in conformity with the
specific tax regimes of each country. The income tax provisions of
these subsidiaries are not material in relation to the consolidated
financial statements.

d) The accumulated effect of the new accounting Bulletin D-4 at
the beginning of 2000 was Ps. 9,162,420 (Ps. 2,478,754
corresponding to the majority stockholders' equity and Ps. 6,673,226
{0 the minority interest), with simultaneous recognition of a deferred
tax fiability.

e) An analysis of income tax provisions is as follows:

2001 2000
Current year income tax Ps. 10,577,163  Ps. 6,351,538
Deferred income tax, net of related monetary gain of :
Ps. 1,442,171 (Ps. 1,286,053 in 2000) 1,389,565 2,086,466
Total Ps. 11,966,728  Ps. 8,438,004
A reconciliation of the enacted tax rate to the effective tax rate is as
follows:
Year ended December 31
2001 2000
% %
Enacted tax rate 35.00 35.00
Depreciation {0.5) (8.50)
Financing costs 2.2) (3.80)
Other (0.41) (0.08)
Effective tax rate 31.89 22.62




The percentage decrease in depreciation in 2001 was due basically
to the change in the depreciation method based on the requirements
of current tax legislation.

N s~ e e e
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f) The Company recognized deferred taxes on the following items
at December 31, 2001 and 2000:

2001 2000 -

Deferred tax assets:

Allowance for doubtful accounts and slow-moving inventories Ps. 669,852  Ps. 960,285

Tax loss carry forwards 1,243,440 76,445

Unaccrued services billed 124,768 445,754

Liability reserves 247,717 75,117

Excess cost over appraised value of Federal microwave network - 14,500

Others 114,744

2,400,521 1,572,101 .

Deferred tax liabilities: _

Fixed assets {11,201,916) (10,956,766)

[nventories (285,152) (313,541)

Licenses (155,051) (226,062)

Pensions and seniority premiums (608,622) +{1,802,771)

QOther items - (1,350)

(12,450,741) (13,300,490)

Net deferred tax (liability) Ps. (10,050,220) Ps.  (11,728,389)

An annual one percentage point decrease in the corporate income
tax rate was approved starting in 2003, sc that in 2005 and
succeeding years the rate will be 32%. The effect this change will
have in succeeding years has not yet been determined, although it is
not expected to be material.

g) AtDecember 31, 2001, the Restated.Contributed Capital Account
(CUCA), CUFIN and CUFINRE bale 1ces were approximately
Ps.5,363,199, Ps.7,407,774 and Ps.9,7 32, respectively.

h) Asset tax

The 1.8% asset tax (which is a minim 1m income tax) is payable on
the average value of most assets net sf certain liabilities. Asset tax
for the years ended December 31, 2001 and 2000 was Ps.103,453
and Ps.104,139, respectively. Such amounts were remitted after
crediting income tax paid in each year.

i} Employee profit sharing

Employee profit sharing is determined basically on taxable income,
excluding the effects of infiation.

17. Segments

After the spin-off described in Note 2, the Company operates primarily
in two segments: local and long-distance telephone services. Local
telephone service corresponds to fixed local wired service. The long-
distance service includes both domestic and international services,
exclusive of the long-distance calls originated in public and rural
telephones and data transmission, services included in the others,
adjustments and eliminations column. Additional information related
to the Company’s operations is provided in Note 1. The following
summary shows the most important segment information, which
has been prepared on a consistent basis:

82-4379
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{Amounts in millions of mexican pesos with
purchasing powerat December 31, 2001)

FiLB Ne, 82-4379

/A

Local Long Others, adjustments Total
Service Distance and eliminations consolidated /
At December 31, 2001
Revenues:
External revenues Ps. 70,099 Ps. 25,385 Ps. 15,553 Ps. 111,037
Intersegment revenues 9,782 (9,782) '
Depreciation and amortization 11,850 2,095 5,029 18,974
Operating income 27826 9,118 4,069 41,013
Segment assets (1) 172,504 33,486 30,510 236,500
At December 31, 2000
Revenues:
External revenues 64,674 27,058 15,484 107,216
Intersegment revenues 14,484 (14,484)
Depreciation and amortization 13,061 2,181 4,792 20,034
Operaiing income 30,501 6,526 2,198 39,225
Segment assets (1) 171,641 31,431 28,319 231,391

Additionally, the others, adjustments and eliminations column
includes the yellow and white pages directories and other services.
intersegmental transactions are reported at fair value. Comprehensive
financing cost and provisions for income tax and employee profit
sharing are not assigned to the segments; they are handled at the
corporate level.

(1) Segment assets include plant property and eguipment,
construction in progress, inventories and advances to suppliers,
without including accumulated depreciation.
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